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SUBJECT: UK ANNOUNCES $1.5 BILLION EURO LOAN 

1 . HMTREASURY SOURCE REPORTS THAT UK WILL ANNOUNCE THIS 
AFTERNOON THAT IT HAS RAISED $1.5 BILLION FROM A CON- 
SORTIA OF US, CANADIAN. BRITISH AND GERMAN BANKS. MA- 
TURITY IS 7 YEARS WITH SPREAD ABOVE 3, 6 OR 12 MONTHS 

LIBO OF 7/8 PERCENT FOR THE FIRST TWO YEARS AND 1 
PERCENT FOR THE LAST 5 YEARS . AV- 

ERAGE LIFE OF THE LOAN IS 6 YEARS. ONE BILLION DOLLARS 
IS EXPECTED TO BE TAKEN IN NEAR FUTURE, REMAINDER AFTER 
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SIX MONTHS. 

2. HMTREASURY SOURCE REOORTS THAT THE USBANKS INVOLVED 
ARE CHEMICAL. MORGAN GUARANTY OF NEW YORK AND BANKERS 
TRUST. FOUR GERMAN BANKS, INCLUDING THE LARGEST THREE; 

ALL OF THE BRITISH CLEARING BANKS; AND ONE CANADIAN BANK 
ALSO INVOLVED. BECAUSE OF THE FINENESS OF THE SPREAD, 
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SOME OF THE US BANKS FIRST APPROACHED DID NOT WISH TO 
PARTICIPATE, OTHERS COULD NOT BECOUSE OF SINGLE BORROW- 
ER LIMITATIONS. THE 7/8 RATE FOR THE FIRST 2 YEARS 
WAS OFFERED ON A "TAKE IT OR LEAVE IT" BASIS. BANKERS 
GRUMBLED CONSIDERABLY ABOUT SEEING THE SPREAD REDUCED 
BELOW ONE PERCENT. THEY REPORTEDLY RECEIVED SOME IN- 
DUCEMENT, HOWEVER. WHEN TOLD THAT THIS WOULD BE THE LAST 
LARGE BRITISH PUBLIC SECTOR LOAN FOR THE FORESEEABLE 
FUTURE, ALTHOUGH THIS STATEMENT DOES NOT PRECLUDE SOME 
SMALLER BORROWING BY NATIONALIZED INDUSTRY. 

3. IN A PUT.UP JOB, THE CHANCELLOR ANNOUNCED THIS LOAN 

IN PARLIAMENT THIS AFTERNOON, IN REPLY TO A WRITTEN QUES- 
TION FROM A FRIENDLY MP. SOURCE WHO PREPARED THE REPLY 
SAID CHANCELLOR WOULD JUSTIFY THE BORROWING ON THREE 
COUNTS, LINKED TO THE JANUARY 1 1 STATEMENT ON THE BASLE 
FACILITY MADE BY THE CHANCELLOR (SEE LONDON 450). FIRST, 
ALTHOUGH THE IMF FACILITY EXISTS, IT IS SPREAD OVER A 
2-YEAR PERIOD. SECOND, UK RESERVES ARE LOW BY INTERNA- 
TIONAL STANDARDS AND THERE IS A DESIRE TO RECONSTITUTE 
THEM ON A MORE PERMANENT MEDIUM-TERM BASIS. THIRD, IN 
ANNOUNCING THE BASLE FACILITY, THE CHANCELLOR SAID THE 
UK WOULD NOT WISH LARGE INFLOWS IN PRIVATE HOLDINGS TO BE 
A MEANS OF FINANCING THE UK BALANCE OF PAYMENTS DEFICIT 
ON CURRENT ACCOUNT. THIS MEDIUM-TERM BORROWING IS DE- 
SIGNED TO PRECLUDE THE NECESSITY OF SHORT-TERM INFLOWS 
AND TO MAKE EXTERNAL FINANCING MORE SECURE ON A MEDIUM- 
TERM BASIS. CHANCELLOR ALSO WOULD NOTE THAT THE TERMS 
ARE THE BEST GIVEN TO A SOVEREIGN RISK BORROWER SINCE 
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UKTREASURY BORROWED IN 1974. 

4. HMTREASURY BEGAN WORKING ON THIS LOAN ABOUT 2 MONTHS 
AGO. IT RAN INTO OPPOSITION WITHIN BOTH THE BANK OF 
ENGLAND AND TREASURY FROM SOME (UNIDENTIFIED) SOURCES. 

IN RECENT WEEKS, HOWEVER, BOE DIRECTOR KIT MCMAHON HAS 
PUT THE LOAN TOGETHER, OUR SOURCE SAYING THAT THE IDEA 
JUST GREW AND THE FUNDS WERE AVAILABLE ALTHOUGH THE 
PRICE WAS STICKY AND SUBJECT TO HARD NEGOTIATIONS. HMT 
WOULD NOT BE SURPRISED IF THERE WERE SOME CRITICISM FROM 
FRENCH, ITALIAN AND SMALLER EUROPEAN COUNTRIES ALSO NEED- 
ING FUNDS, BUT THUS FAR NO CRITICISM HAS BEEN HEARD. 

5. FOREIGN EXCHANGE MARKET SOURCES ESTIMATE THE LOAN 
HAS ADDED ABOUT 25 BASIS POINTS TO THE POUND/DOLLAR RATE 
IN THIS AFTERNOON'S TRADING, TAKING INTO ACCOUNT THAT 
WIDESCALE MARKET RUMORS OF THE LOAN SURFACED LAST WEEK. 
IT IS SEEN AS LARGELY COVERING THE UK'S CURRENT DEFICIT 
THIS YEAR, AT A TIME WHEN BOE IS ALSO TAKING IN DOLLARS 
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TO PREVENT RATE FROM RISING. 

ARMSTRONG 
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